Abstract. The aim of this research is to determine the effect of macroeconomic fundamentals on financial performance with deposits as intervening variables in sharia banking in Indonesia. The research of macroeconomic fundamentals in the banking sector is an important component for improving the bank's financial performance. The research samples were all sharia public banks of year 2014 until 2017. By using purposive sampling method, data analysis in this research applied Partial Least Square. The results of this research indicated that macroeconomic fundamentals and deposits have a positive effect on financial performance. The results of the study have some implications for policies which can help to improve the performance of the sharia banking sector.
BACKGROUND
A performance reflects an institution's ability to manage and allocate its resources, so performance becomes an important thing that every institution needs to achieve. The performance of banks in general is a description of the achievements which is achieved by banks in their operations. The bank's financial performance is a description of the bank's financial conditions for a certain period, whether it covers the fund raising aspects or its fund distributions. The performance shows anything related to the strengths and weaknesses of a company.
A bank performance can be measured by analyzing and evaluating its financial statements. The financial position and financial performance information in the past is often used as a basis for predicting future financial and performance positions and other things which immediately attract the attention of users, such as dividend payments, wages, securities price movements, and the ability of the company to fulfill its commitments when it matures. The performance of sharia banking in Indonesia during 2014-2016 is shown in Table 1 below. Table 1 A country's economic fundamentals can alter the mechanism of supply and demand for the currency. Market participants have a desire to make transactions for the purposes of their life. The transactions made by society continuously on a foreign currency may lead to changes in the demand mechanisms and foreign currency offerings. The transactions in large quantities can lead to sustained changes in foreign exchange rates within a country.
Data in
Deposits, often referred to as time deposits, are similar type of a bank service for saving offered to the public. Funds in deposits are guaranted by the government through the Deposit Insurance Corporation (LPS or Lembaga Penjamin Simpanan) on certain conditions. Deposits are depository products in a bank with a deposit system which the withdrawal can only be made after a certain time. Deposits usually have a certain period in which the money should not be withdrawn by customers. New deposits can be withdrawn on the maturity date. Generally, deposits have a maturity time of 1, 3, 6, or 12 months. If the deposit is withdrawn before the due date, it will be subject to a penalty in accordance with the policy of the bank concerned. Deposits can also be automatically renewed using the ARO (Automatic Roll Over) system. Deposits will be renewed automatically after its maturity, until the owner withdraws his/her deposits. Based on the description of the background, the researchers are interested in conducting this research. The aim of this research is to determine the effect of macroeconomic fundamentals on financial performance with deposits as intervening variables in sharia banking in Indonesia.
THEORETICAL REVIEW

Macroeconomic Fundamentals
Economic fundamentals in the economic sense are two basic economic welfare arguments. First, it states that any competition based on equilibrium or Walrasian balance leads to Pareto efficiency in resource allocation. Second, it relates to state intervention, i.e. any efficient allocations that can be sustained with a competitive equilibrium. Though, they look symmetrical, the first proposition is much more common than the second one which is weaker and requires further assumptions.
The first theory is often taken to be Adam Smith's confirmatory analysis of the "invisible hand" hypothesis in a market competition which tends toward the efficiency of resource allocation. The supporting for non-intervention case in ideal conditions -let the market work and the results will be found in Pareto efficiency. However, Pareto efficiency is not necessarily the same thing as the desire or even it is more general than the definition of "efficiency" which only shows that no one can be made more prosperous without sacrifice from the other side. There are many possibilities derived from Pareto efficiency in resource allocation and not all of them may be equally desired by the community.
In ideal conditions, collectively known as Perfect Competition but never exists in the real world, as Stiglitz's proposition, for example, states that in the face of either imperfect information or incomplete markets, the Pareto efficiency market will not work. Thus, most markets in the world economy according to the viewpoint of ideal variation conditions should become the policy choice factors.
The second theory which states that both of infinity possibilities of Pareto efficiency can be attained by certain results of making the lump-the amount of gained wealth then letting the market take over. The case appears to intervene in order to get a position in the legitimate policy, redistribution, in order to help to choose efficiently among all the results which have other desired features, such as distribution of equity. However, it is also unclear how in every real world it allows the government to do some sort of redistribution. The transfer of the lump sum will be difficult to enforce and almost never occurs to the economy since the tax is changed in the relative remuneration of the factors of production causing distortion in the production structure. In addition, the government must have perfect knowledge of consumers and the preference of the company's production function (which would never exist to choose for transferring correctly). And, this therapy can not be expected to work if many people do not understand economics, and how to effectively create to use of any transfer they received. Macroeconomic fundamentals consist of four indicators, namely inflation, interest rate, USD exchange rate, and money supply.
Inflation
Inflation is a process of increasing prices in general and continuously in relation to market mechanisms which can be caused by various factors, among others: increased public consumption, excessive liquidity in markets triggering consumption or even speculation, and to the lack of goods distribution. In other words, inflation is also a process of declining currency values continuously. Inflation is the process of an event, not the high nor low level of price. That is the price level which is considered high does not necessarily indicate inflation. Inflation is an indicator to see the rate of change, and is perceived to occur if the price rising process is continuous and mutually influential.
The term of inflation is also used to refer to an increase in money supply which is sometimes seen as the cause of price increased. There are many ways to measure the inflation rate, the two most commonly used are CPI (Consumer Price Index) and the GDP (Gross Domestic Product) Deflator. Inflation can be classified into four groups, namely: mild, moderate, severe, and hyperinflation. Mild inflation occurs when the price increase is below 10% a year; moderate inflation is in between 10%-30% a year; severe is in between 30%-100% a year; and hyperinflation or uncontrolled inflation occurs when price increase is above 100% a year. To find the inflation data can be formulated as follows: IHK (Indeks Harga Konsumen) = X 100%
Interest Rate of SBI (Sertifikat Bank Indonesia)
Interest rate of SBI or BI (the Central Bank of Indonesia) Rate is a policy rate reflecting the stance of monetary policy stipulated by Bank Indonesia and is announced to the public (Bank Indonesia, 2019) . BI Rate is announced by the Board of Bank Indonesia Governors during the monthly meeting of the board and implemented in monetary operations conducted by Bank Indonesia through liquidity management in the money market to achieve the operational targets of monetary policy. The operational targets of monetary policy are reflected in the development of the Overnight Interbank Money Market Rate. The movement in the interbank money market rate is expected to be followed by an increase in deposit rates, and in turn in loan rates for banks. Taking into account other factors in the economy, Bank Indonesia will generally raise BI Rate if future inflation is expected to surpass targets which have been set.
On the contrary, Bank Indonesia will decrease BI Rate if future inflation is predicted to fall below the established target. Bank Indonesia strengthened the monetary operations framework by introducing the new BI rate or BI 7-Day Repo Rate, which would be effective on August 19, 2016. In addition to the current BI Rate, the introduction of the new policy rate does not change the monetary policy stance being applied. Data used for the research are data which have been published by Bank Indonesia and Central Bureau of Statistics with the measurement unit of percentage (%). The method of calculating the Interest Rate which explained its relation with the inflation, and the formula is based on Irving Fisher in Irmawati (2017) which is being used up to now. The formula is as follows:
(1 + i) = (1 + r) (1 + PE) or i = r + EI + r(EI)
Many factors influence the interest rate, i.e. the determination of the interest rate depends on how much the domestic money market experiences the openness of a country's fund system. It also means that the determination of the financial determination of a country tends to be different. Some factors affecting the interest rate in a country are the interest rate abroad and the depreciation of domestic currency against foreign currency which is expected to occur. However, a bank determining the interest rate depends on the interaction between interest on the deposits and loan rates which are mutually affecting each other and the interest rate policy in addition to other factors.
Foreign Exchange Rate
The foreign exchange rate is the ratio of value between a currency to another currency. It means that the exchange rate shows the comparison between the values of two different currencies. Exchange rate is the value of a currency if it is exchanged with other currencies. This means that the value of a currency is determined by the exchange rate of the currency against the foreign currency. The main factors affecting demand for foreign exchange (Simorangkir & Suseno, 2004:6) are: a. Import payment factor. The higher the import of goods and services is, the greater the demand for foreign exchange will be. So the exchange rate will tend to weakened. Conversely, if imports decline, then demand for foreign exchange decreases to encourage the strengthening of the exchange rate.
b. Outflow capital factor. The greater the capital outflow is, the greater the demand for foreign exchange will be and in the future it will weaken the exchange rate. Capital outflow involves repayment of Indonesians' (both private and government) loan to foreigners and placement of Indonesians' capital overseas.
c. Speculation activities. The more speculative foreign exchange activity performed by speculators is, the greater the demand for foreign exchange will be; thus weakening the exchange rate of local currency against foreign currencies.
Amount of Money Supply
The money supply in the narrow sense (M 1 ) is defined as the purchasing power which can be directly used for payment, it can be expanded and included in any means of payment "approaching" the money, such as time deposits and saving deposits in the banks. Money which is deposited in time deposits and savings deposits, is actually a potential purchasing power for the owner, although not as easy as cash or checks to use it (Boediono, 1994) .
M 1 = C + DD
Remarked: M 1 = money supply in narrow sense C = Currency DD = Demand Deposits.
Demand deposits (DD) only covers the public account balances/giro deposits held by general public deposited in the bank. While the balance of bank accounts owned by a bank in another bank or central bank (Bank Indonesia) or the balance of a government-owned bank account in a bank or central bank is not included in the definition of DD. Another important thing to understand about the DD is that what the meant here is the balance or money belonging to the community that still exists in the bank and has not been used by the owner to pay/shop. The definition of money in circulation in the broader sense is M 3 , which includes all time deposits (TD) and saving balance (SD), large amount, rupiah or foreign currency owned by residents at banks by non-bank financial institutions. All TD and SD are called quasi money. In a country with a free foreign exchange system (which means that everyone can own and trade foreign exchange freely), like Indonesia, there is very little difference between TD and SD in rupiah and TD and SD in dollars. Every time you need dollars, you can buy directly into the bank, or vice versa. If you need rupiahs, you can sell directly to the bank. In this case, the difference between M 2 and M 3 becomes unclear. TD and SD in dollars belonging to non-residents are not included in the definition of quasi money (Boediono, 1994) .
The effect of macroeconomic fundamentals on deposit
Macroeconomic fundamentals consist of four indicators, namely: inflation, interest rate, US exchange rate, and money supply. In this research, inflation is a process of price increase in general and continuously related to market mechanism that can be caused by various factors, such as increased public consumption or lack of goods distribution (Cahyono, 2009). The most commonly indicator is used to regulate the inflation rate is the Consumer Price Index (CPI). Inflation does not affect the amount of deposits. The customers of sharia banks are not affected by inflation in Indonesia.
This can also be due to the inflation conditions which are ups and downs. They find difficulties to choose other investments than deposits, because the investments elsewhere are likely to have a higher risk than the risk of impairment inflation. While the interest rate in question is the interest rate on SBI, where SBI is a Central Bank instrument as a lender of the resort which is only used if the banks are pressed. The amount of discount facility is adjusted to the amount of funds available in the community. In this case, SBI can be interpreted as an instrument of monetary contraction that can be used by Bank Indonesia if the monetary situation is considered expansive (Rahardjo, 1995) . The results of this research are in line with Yunita (2008) which shows that during an inflation, interest rate have a negative and insignificant effect on Mudharabah Deposits.
Foreign exchange rate according to Dahlan (2001) is the price of a currency stated in the price of another currency. For example, the rupiah exchange rate to US dollar shows the value of rupiah required for each US dollar. The exchange rate is a measurement of the value of a currency from another currency perspective. In line with changing economic conditions the exchange rate can also change substantially (Madura, 2000: 86) . Changes in exchange rates have a negative effect on the financial performance of a company. This means that if the value of foreign currency rises then the income of a bank will go down, because the high foreign exchange prices trading on the JSE (Jakarta Stock Exchange) will be more lethargic. This research is supported by Muttaqiena (2013) which states that the exchange rate negatively affects the deposits.
Deposits influence on financial performance
Deposits are deposits of third parties to banks in which the withdrawal may only be made within a specified period according to the agreement between the third party and the bank concerned and the withdrawal shall be in accordance with the mutually agreement. According to Alper and Adem (2011) , one source of bank funding is deposits. The high number of deposits distributed will affect the interest margin and profit. Adrianti (2015) and Ayu (2012) in this research revealed that the deposit positively affects the rentability of banks. The positive coefficient indicates that if the deposits increase then the bank's reantability also increases and the bank's financial performance will be good, but it depends on the extent to which the bank is able to convert the deposit obligations into credit, so the bank will get the income from the deposit.
The effect of macroeconomic fundamentals on financial performance
Inflation is an increase in the price of goods in general and continuously (Sukirno, 2000) . While Morris and Morris (1999) defines inflation as an increase of the price of goods and services in general, continuous, and sustainable. This indicates that the rising inflation rate will affect the bank's operational expenses which will also increase. According to Islamic scholars, inflation has a very bad effect on the economy because it weakens the spirit of saving and attitudes toward saving from society which results in reduced desire of people to save in banks (decrease of Marginal Propensity to Save). The results of this research support the research conducted by Abduh and Idrees (2013) which aims to determine the factors which affect the financial performance of Islamic banks in Malaysia. The research shows that macroeconomic variables, namely inflation, have a negative impact on financial performance.
Interest rate is a policy reflecting monetary policy stance stipulated by Bank Indonesia and announced to the public. BI Rate is an indication of the short-term interest rate that Bank Indonesia wants in order to achieve the inflation target. Furthermore, if the interest rate is relatively low when compared with the interest rate abroad, it will reduce the public interest to save and encourage the flow of funds from within the country so that the banks will find it difficult in obtaining funds. But in the business sector, it will increase the potential of investment and production activities because low interest rates will increase banking credit (Pohan, 2008:54) . Meanwhile, according to Supriyanti (2009:17) , BI rate is not too dominant in affecting Return on Assets (ROA). High inflation, however, resulted in a rise in BI rate and resulted in banks incurring higher operating costs and affecting bank profitability. This is because prospective customers will be more interested in banks that offer higher interest rates. Meanwhile, according to Sahara (2013) , BI Rate has a negative effect on Return on Assets (ROA) of sharia banks in Indonesia. This means that the increase in BI interest rates will be followed by the increase in conventional savings interest rates which cause customers to move their funds from sharia banks to conventional banks. In addition, the rise in conventional bank interest rates will affect the operational activities of Islamic banks in terms of financing and channeling of funds, so that the income and profit of sharia banks will be decline (Karim, 2006:255) .
The exchange rate is the ratio of the exchange rate of a country's currency to a foreign currency or the ratio of the inter-country exchange rate (Hasibuan, 2011) . The exchange rate represents the exchange rate of one currency to another and is used in transactions, such as international trade transactions, tourism, international investment, or short-term cash flow between countries. The smaller the income earned by banks is the declining value of the bank's financial performance will be, which means that the ability of banks to generate profits will decrease. Based on the above description, it is assumed that the exchange rate has a negative effect on financial performance. The research is in line with Kandir (2008) , which found that exchange rates have a negative impact on financial performance whereas according to Oxelheim and Wihlborg (1991) , which uses quarterly changes in total cashflows, commercial cash flow and sales revenue serve as dependent variables on corporate risk. It showed that a company's finance are affected by changes in the exchange rate at a moderate level.
Hypothesis
Based on the background and literature review, it can be taken temporary answers or hypothesis, namely: H1: Macroeconomic fundamentals have a negative and significant effect on deposits.
H2: Deposits have a positive and significant impact on financial performance. H3: Macroeconomic fundamentals have a negative and significant effect on financial performance framework.
The framework of this research is presented in Figure 1 below.
Figure 1. The Research Framework
METHOD AND ANALYSIS
Data and Sample
The samples of this research were determined with purposive sampling. The samples were 10 sharia banks in 2014-2017.
Research Variables
Endogenous Variables
An endogenous variable is a variable whose value is influenced by other variables in the model, also known as the dependent variables. The endogenous variables in this research are financial performance. Sharia financial performance can be calculated with: a) Capital factor Capital is one of the most vital and very important ratios to support business development and mitigate the risk of loss that may be taken by the bank. In running its operations, the bank is very dependent on the capital it has. One of the financial ratios used to calculate capital adequacy is known as Capital Adequacy Ratio (CAR). Bank Indonesia as a banking regulator in Indonesia has issued Regulation No. 3/2/PBI/2001 and No. 8/PBI/2006 concerning the change of conventional bank business activities into a commercial bank running its business based on sharia principles which sets minimum CAR of 8%. For CAR which is below 8% then the bank concerned must add some capital. CAR calculation formula is as follows: CAR = Remarked: CAR = capital adequacy ratio ATMR = fixed assets according to risk.
b) Assets Quality
Assets quality is the quality of bank loan/bank credit where the credit has the potential to become stuck. This research applies Assets to Loan Ratio to measure the amount of channeled credit with assets owned by banks. The Assets to Loan Ratio (ALR) formula is as follows: ALR = X 100%
Remarked: ALR = assets to loan ratio.
c) Management Aspect
In this case, the aspects assessed are capital management, asset quality management, general management, profitability management, and liquidity management. This research applies ROE Ratio.The ROE formula is as follows:
Reantablity is an important capability for a company because it is not only as one of the health indicators of the financial aspect. The earning (rentability) aspect on bank assessment can be proxied with Net Profit Margin (NPM). NPM can be formulated as follows:
NPM = X 100%
Remarked NPM = net profit margin.
e) Liquidity Aspect
A bank is considered as liquid if the bank concerned can fulfill its debt obligations, be able to pay back all of its deposits, and meet the demand for credit submitted without suspension. The indicator which is used in this aspect of liquidity is quick ratio. This ratio is to determine the ability of banks in refinancing their obligations to customers who save funds with cash assets they have. Quick ratio formula is as follows:
QR = X 100%
Remarked QR = quick ratio.
Exogenous variables
An exogenous variable is a variable whose value is not influenced by other variables in the model, known as an independent variable. Exogenous variables in this research are macroeconomic fundamentals.
Intervening variable
The intervening variable in this research is deposit. The deposits are deposits of third parties to banks in which the withdrawal may only be made within a certain period of time according to the agreement between the third party and the bank concerned and the withdrawal shall be in accordance with the mutually agreement.
Structural Equation 1
A model to illustrate the effect of Macro Economic Fundamentals is as follows: 
Structural Equation 2
A model to illustrate the effect of Macroeconomic Fundamentals, Deposits savings to Financial Performance is as follows: 
Path Analysis
This research applies path analysis of Structural Equation Modeling (SEM) as data analysis method. Here are some PLS Assessment Criteria used to test whether or not a model is accepted shown in Table 2 below. 
RESULT AND DISCUSSION
Fit Model Evaluation
Outer Model Assessment or Measurement Model
The research applies the limit of loading factor of 0.5 so it is said to meet the convergent validity if the loading factor value on each item > 0.50. Processing results using SmartPLS is presented in the following figure and table. The above results show that there are 3 items in Macroeconomic Fundamentals variables which have factor loading value of < 0.05 i.e. inflation, interest and money supply with values of -0.164, -0, 764, and 0.403. Since the loading factor value is < 0.05, it must be removed from the model. Results after inflation, interest and the money supply are excluded from the model is presented in the following figure and table.
Figure 2. Structural Model 2
The above results indicate that the correlation between the indicator and the variable in the research has met the convergent validity because all of them have value factors above 0.50. Evaluation of the next construct model is done by calculating Q-square predictive relevance as follows: Q 2 = 1 -(1 -R time deposit 2 ) (1 -R financial performance 2 ) = 1 -(1 -0,101) (1 -0,265) = 1 -(0,899) (0,735) = 1 -0,661 = 0,339
Structural Model Assessment
Based on these calculations, the value of Q2 obtained by 0.339 indicates that the model formed is still not suitable.
Hypothesis Testing
To test the proposed hypothesis, we can see the value of t-statistics. The result of tstatistic estimation can be seen on the result of inner weight which is presented in the following table. 
H2: Time Deposit influences Financial Performance
The result of parameter coefficient between Time Deposit and Financial Performance shows coefficient value equal to 0,540 and t value counted equal to 6,024. At the level of significance (α) = 0.05, the value of t arithmetic is greater than the value of t table of 2.023. This shows that Time Deposit has positive effect on Financial Performance. The research hypothesis stating that Time Deposit has a positive and significant impact on the Financial Performance is proven.
H3: Macroeconomic Fundamentals influence Financial Performance
The result of parameter coefficient test between Macroeconomic Fundamentals and Financial Performance shows the coefficient value equal to -0,120 and t value counted as 0,697. At the level of significance (α) = 0.05, the value of t arithmetic is smaller than the value of t 3. The coefficient value which is equal to -0,120 < 0,05 and t value counted equal to 0,697 is lower than t table value of 2.023. This result shows that Macroeconomic Fundamentals have no effect on Financial Performance. The research hypothesis (H3) stating that Macroeconomic Fundamentals have a positive and significant effect on Financial Performance is not proven.
Recommendations
The result of the research shows that the hypothesis is not proven, so for the next researchers it is suggested that they pay attention to indicators of macro economy fundamentals. Other indicators can be added, such as crude oil price or other variables such as saving and giro.
